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eslimates that KBOCs collcct "less than 15 percent of nationwide ATM and Frame Relay 

rcvcnues" and then attributes this fact as "due to the restrictions on provision o f  interLATA 

scrvices."'U6 Veriron does not cven nltempt Lo minimize the RBOC share o f  local services for 

large business customers: other lhan to note that CLECs serve a small minority o f  switched 

access lines using their own facilities or resold ILEC lines. Bl inking a i  reality, Verizon seeks to 

eslablish the vibrancy ofcompel i l ion by quoting a CLEC industry group's assessment o f  i t s  own 

members as "solid, well-financed companies [rcadyl to compete head-to head with Bell 

coin~anies."l"' 

61. Verizon's markct share cvidencc i s  entirely consistent with the structure o f  markets 

vulnerable to  and affected by a monopolisl's anticompetitive actions, and in fact evidence o f  

those abuses in the special access inarkel is widespread. A T & T  has provided the Commission 

wi lh  pervasive evidence o f  non-price discrimination, porlicularly in  Ihe provisioning o f  special 

a c c e s ~  service to competitors, and the NYPSC has documented widespread non-price practices 

with anti-competitive implications for markcts that require RBOC special access services as an 

input."" Similarly, AT&T has documented that the RBOCs engage in classic price squeeze 

lactics: in more than ha l f  the areas examined in a wide-ranging study, the KBOCs charged 

A I& I' far more tor special access than charges in i t s  retai l  cuslomers for in l raLATA frame relay 

or 4'1'M ports - in some areas. 1.50% more lhan a rate that would have allowed AT&T to 

provide a competitive offering."" 

106. Id.. a t  30. 

107. Id., at 31-32 (quoring statcmcnt o f  N X S ,  from Communications Daily, CLEC Industry 

108. &See (.bnitnrnis oJAT& T Rwielv o j  ReXulnrory Requirenients for Incumbent LEL' Broad- 

Will Rev ive  in 2003, Report Says (Oct. 18, 2002). 

hnnd Teleconimuniccr/ions Service.%, CC Docket 01-337, at 32-37 (March I ,  2002) (presenling 
cvidencc and survcying NYPSC reports). 

109. Id.. a t  33 (ci l ing Renway Ikclarat ion) 
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cvidcnce ofcompetit ion in thcsc markets shows that the ILECs are not engaging in price 

squeezes and related anti-competitive power available to them through market power in special 

;iccess services.  the arguments prove nothing regarding competition in the market for special 

access scrvices, nor do they rebut o r  present any inconsistency with evidcnce that has heen 

prcseiited to the Commission that the II.EC:s have in fact engaged in such anti-competitive 

activities. 

SO. Evcn if Veriron's competition ligures in downstream inarkets could be accepted as true, 

the evidcncc has no bearing on any conclusion that might be drawn about special access compe- 

tition. ILECs' having the opportunity to gain market share in these markets i s  precisely what 

provides ILECs with the incentive, combined with the ability provided by  their dominance over 

special access facilities, to engage in anti-competitive conduct. Showing the robustness of com- 

petition in those markets only indicates that, due to resulting competitive margins, non-1LEC 

competitors w i l l  he vulnerable ovcr time to anti-competitive actions. And, of course, the 

Verizon materials show that the I1.ECs have been gaining market share in the long distance and 

ATMiFraine Relay inarkets, ,just as would be expected if they were engaging in anti-competitive 

pricc squcez,es and non-price discrimination against downstream competitors."' 

00. Indeed, Ver i ron conlirms that, for two o f  the largest markets, RBOCs' markei share 

increases have heen limited only by regulations that are disappearing monthly, and Verizon 

conccdes that RHOCs in fact dominate the third market, for local services provided to large 

businesses. Verizon claims that RBOCs have not yet established a significant market share in 

cntcrprise long distance and then candidly notes that "[tlhe Bell Companies have only recently 

hcguii providing long distance service to business customers in some states.'"os Verizon 

104. See Vcrizon Report, a t  29-30 

I os. l d .  ill 29. 
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Tor al l  that a i l s  the carriers' carrier industry. In fact, it may actually prolong industry turmoil and 

uncertainty."'"" 

57. Vcrizon's f inal claim i s  that the entry of uti l i ty companies into the wholesale supply 

business w i l l  provide C M C s  with the fiber they need for special access."' But  this assertion is 

as unsupported as a l l  the others that Verizon has made. Although some uti l i ty companies have 

expressed an intention to supply fiber, tliere i s  no evidence that any o f  the uti l i ty companies 

listed by Vcrizon w i l l  soon hecome significant players in the wholesale market. Indeed, o f  the 

sixteen companies listed by Verizon, seven give no indication on their websites that they even 

offer carrier scrviccs; one has ceased i ts  telecommunications operations; one is bankrupt; and 

one does not own i t s  own mctro fiber.Io2 Of the remaining companies, one expresses a lack o f  

interest in providing dark fibcr. Ut i l i ty  companies may eventually have some success in pro- 

viding l imited metro fiber services because o f  their l ow incremental cost o f  deploying fiber in 

existing rights-of way, using existing structures and construction resources.'"' But util it ies have 

no obligation to provide supply to CLECs, nor do they have any incentive to price their services 

below those of ILEC alternatives, such as special access. It is therefore premature to conclude 

that util it ies w i l l  become a viable source o f  supply for CLECs. 

T h e  Evidence Shows that lLECs l l a v e  Undermined Downstream Service Competit ion. 

SS. Ver i i on  devotes considerable effort to demon5trating that the ILECs have not yet under- 

tnined competition in markets that employ special access services as an input, and claims that 

100. See I he Carriers' Carrier Playbook. a t  17 

I O  I .  iSce Veriron Report, at 18. 

102. See. e g , Ptau Declaration. at para. 46 

103 I d ,  at para. 47. 

. zi ECONOMICS A N 0  
3h d TECHNOLOGY. I N C .  



I 

2 

1 

1 

5 

6 

7 

8 

0 

I 0 

I1 

12 

13 

14 

IS 

16 

17 

I 8  

I 9  

3.'36 r ;ire I'icing thcir own financial and operational problems. The result i s  that industry revenucs 

arc expccted io continue their recent decline for a t  least for the next two years.97 And that w i l l  

incvitnhly 1e;rtl t o  inorc business failures. According to  one analyst. "a number o f  these carriers 

\ b i l l  go through bankruptcy more lhan once, and the clcansing eflect on the market cannot be 

experienccd ful ly unti l  inore players actually consolidatc or go out of business.""8 

-56. Verizmn suggests that many of thc companies that have tiled for bankruptcy are 

operating normally and that Chapter I I has been litt le more lhan a speed bump on the road to 

~uccess.Oy ' T o  support this claim, Ver i ron ciles to press releases in which the companies state 

th;it they wil l  continue to operate without interruption during their reorganizations. But com- 

pany press retcases, which arc designed to comfort worried investors and customers, are hardly 

solid cvidence that these companies w i l l  rcbound from bankruptcy as reliable suppliers. And as 1 

have pointed out above. bankruptcy i s  not just a nonnal business condition; it i s  a serious 

impediment LO cumpctition. ISecause dark fiber connectivity contracts arc generally for lengthy 

periods of time ( in  thc range o f  20-years). !he buying carrier must have confidence that the 

supplying carrier w i l l  be sufficiently slablc to engage in long-term relationships. Companies that 

have recently emerged from bankruptcy or {hat have experienced financial dif t iculty are unlikely 

to instil l lhnt k ind ol'confidence. As one induslry analyst points out, "reslructuring under 

Chapter I I protection may provide a new lease on life for a few firms, but i t  i s  not a magic bullet 

96. I d  

117. . F e  Wholesale Voice Services 6339-63, Frost & Sul l ivan  2002, a t  2. 

08.  .See On Ihc Ropcs, a t  4. 

99. SW Verizoii Report, a t  16. 
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54. The second major obstacle to the use o f  wholesate fiber i s  the precarious financial 

Situiiticin Ihe industry now titids itself in. Vcriron’s presentation o f t h c  facts is once again 

trapped in a time warp, touting the promise of the wholesale fiber industry as if the bubble era 

s l i l l  cxisted. But the bubble has burst, and the “wholesale data market has been one o f  the seg- 

ments most severely affected by the telecommunication‘s induslry’s t ~ n n o i l . ” ~ ~  “Alter several 

ycars of init ial ly promising growth, the carriers’ carrier industry i s  now under the gun. Some 

l i i- tns havc alrcady ceased opcrating. others are in Chapter 1 1  looking to recover, and many 

o~hers are slruggling.’”3 Indccd, ol‘lhe nine companies cited by Verizon as wholesale local fiber 

suppliers, lhree have tiled for Chapter I 1  bankruptcy, and scvcral others have experienced finan- 

cial difticulty.“ Othcrs, such as American Fiber Systems and Fibertech Networks, have 

announced plans to develop signilicnnt networks, but have so far only deployed dark fiber in a 

handful ol‘smaller markets. 

S5. Forecasts for the hiture are equally dim. “Fhe shakeout gripping the U.S. carrier 

indwl ry  i s  not over,” a recent industry analysis declared.” “Simply put, there are st i l l  too many 

playcr5 w i ~ h  too much debt and l i l t l e  competitive differentiation chasing too few customers, who 

Y2. See A‘irrili Ainrricun Wholesule Duru Murker on /he R o p . ~  at 2, Gartner Dataquest, 
November 13, 2002 (“On the Ropcs”). 

93. 7he C’mrriers’ Currier F’loyhook at 3, The Yankee Group, August 2002. 

04. ‘l’he suppliers that have d c c l ~ e d  bankruptcy are Metromedia Fiber Networks, Northeast 
Optic Netwurk. and Yipes Communications. In addition, both Progress Telecom and NEESCom 
repofled losses in rcccnt public disclosures. See Pfau Declaration at 24. Many ofthe other 
companies cited by Verizon arc privately held, and therefore financial information i s  not readily 
available. 

95. lil.. at 17 
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upon the evidencc provided above, i t  i s  clear that the niajority o f  route miles operated by  CLECs 

arc not local for purposcs o f  provision o f  special access. 

\Yholesale Fibcr Providers and Utility Competitors Are Not a Reliable Source of 
Supply. 

52. Verizon also makrs exaggerated claims about the availability o f  wholesale local fiber, 

stating that wholesale suppliers satisfy a large part o f  the CLCC's demand for interoffice trans- 

port." A s  wi th  i ts  assertions about route miles, Verizon offers no evidence to support this claim, 

other than the self-promoling conimcnts by some o f  the wholesale fiber providers themselves. 

Ihit ;is A T & T  has pointed out in other proceedings,R8 there are several reasons to doubt that 

wholesale fiber i s  a reliable source of supply for CLECs. 

53. First, several analysts have questioned whether the wholesale dark fiber market i s  even 

;I L'ieble 

out the ditficultics involved in connecting to a l ihcr  network thnl has already been built.g0 As 

onc witness i'or Verizon has stated, "One doesn't plan mid build fiber wi th the idea of  going back 

and reopening splices and touching them. To the contrary, one builds with the intent that you 

won't ever have to go hack..'q' Given these and other statemcnts by the ILEC's own witnesses, i t  

Indeed, wilnesses for the ILCCs theinselves have raised this concern, pointing 

87. .See Verizon Report, at 15. 

88. See Review ofthc Seclion 251 Unbundling Obligalions oflncirmhent Local E.vchunge 
(~wr ic r .s ,  CC Docket No. 01-339, No. 96-98 & No. 98-147, Declaration o f  C. Michael Pfau on 
Rehalf o f  ,jT&T Corp. at  paras. 35-47, ("l'tau Declaration"). 

89. Id., at para. 37 & n.18 (quoting US. Wholesale Wavelcngth Services 6337-64, Frost & 
Sul l ivar i  2001, p.7). 

90. lrl.. at  para. 39 

V I .  Id, 

. 
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One Communications; Global Crossing, Ltd.; Florida Digital Network; Sun West Eommunica- 
lions. See ('I.FC Report 2002, Ch. 6 ( 
miles o f  fiber. Id., Ch. 4 at Table 13. 

ed.). Together, these companies operate 22,509 route 
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fiber inet\\ork spans only 4,300 miles.83 And Adclphia Business Solutions reports that it has 

0 , 5 3 6  local route miles and 7,870 long-haul niiles." Thus, o f the  nearly 70,000 route miles 

oper:ited by thc three o f  the largest CLEC networks. only 19,000 - or 27 percent ~ are local. 

This hardly qualil ies as a ma,jority. 

5 I. In addition, many CLECs included in the l is t  from which Verizon arrived at its total o f  

184,000 route in i les  do not even provide special access services. For example, the New 

I'aradigm rcpori l is ts  Knology Broadband as having 5,568 route miles of fiber, and Verizon 

apparcntly counts these miles in reaching i t s  total o f  184.000. But according to Ncw Paradigm, 

Knology does not generate any revenue from special acccss services.R5 In fact, eight o f the  

C'I.EC's includcd in the l is t  from which Verizon arrived at its total figure do not generate any 

rcvcnuc from spccial access services. 

Communications Corp., generate only one or two percent of their revenues from special access 

services Ligain. indicating that most of the route miles operated by these companies are not 

rclev:int to an analysis of competitive fiber special access services. Verizon does not take into 

account any ofthese considcrations in  asserting that a ma.jority o f  the 184,000 route miles 

operated by C'l.t:Cs are local. I t  simply makcs this assertion and then treats i t  as fact. Bu t  based 

86 I n  addition, several other CLEO,  such as CTC 

83. Sbr ,YO Lrruni.hes Brocidbond Services in Sun Antonio, Jan. 10, 2001, press release 
available at http:/lwww.xc;.com/news/S4.html; XO Will Provide Nulionwide Gig&/ Efherner 
Service, Sept. 25, 2000, press release available ut <http:/lwww.xo.com/news/26.html>. 

84. See Adelphia Busine.c.y Solutions, Inc. an noun re.^ Third Quarter Resulls of Operations, 
Nov. 12, 2001. press release available at <http://www.prnewswire.com/cgi-bin/micro_stories.pl? 
ACC'r=I l94S3&1'1CK=AUlZQ&S'TORY=/~~~w/slory/l I -I 2-200 I io001 6 I4064&EDATE= 
Novt12,+2001:'. 

85.  See C'L EC Report 2002, Ch. 6 ( I S h  ed.) 

86. In addition to Knology. lhe fol lowing companies do not generate any revenue from Special 
access services: RCN Coru.; Allegiance 1 elecoin. Inc.: Advanced TelCom Crouo. Inc.: Choice 

ECONOMICS AND 
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the "predictive judgment" that collocation serves as a proxy tor relevant competition. And as I 

have previously noted and as A'I'Xc'I has shown," collocation is in any event a nearly irrelevant 

prcixy for assesing the availability ol't icil it ies-based compctitive alternatives to end users. 

The Majority of Fiber Routc Rli lcs Operated by CLECs Are  Long-Haul, Not Local. 

5 0 .  Verizon claims that C'LI-X's opcralc 184,000 route miles o f  tibcr and that a majority o f  

lhese iniles are local. not long-haul."' Vcr i ron does not provide numbers to back up i t s  claim 

aboiit thc brcakdomn otthcsc miles. nor does i t  cxplain how this conclusion was reached, other 

than to say that it i s  based upon public disclosures by the CLECs.'" However, as Verizon itself 

acknowIcdgcs,X' most CLEC's do 1101 publicly repon how many o f  the route miles they operate 

art: purely local (as opposed to I ~ m g - l i ~ i i i I ) ~  so i ts  assertion that a majority o f  these miles are local 

i s  highly speculative. Moreover. numbers provided by the fe\v CLECs that do publish the break- 

down between local and long-haul m i l e s  undermine Vcriron's claim. For instance, McLeod- 

LISA, Inc.. \vhich opcrates ;I largc ('I ,f:.C nelworks. reports that only 5,000 o f  i ts  31,000 route 

iniles ol ' f iber arc local, while thc rest are long-haul." XO Communications, a large CLEC, 

st;itcs that its intcrcity long-h;iiil netrvork consisIs of 16,000 route miles o f  fiber, while its metro 

78. S w  Inij)lemen/a/ion of rhe l.ocol (:'onipe/i/ion Provisions in /he Local Telecommunications 
Acl o/IY96, CC Dockct No. 96-0X, Ikc larat iun o t C .  Michael Pfau on Behalf o f  AT&T Corp. at 
1R-2 I, Filed July 17. 2002 ("Pfau Dccl."). 

79. .+e Verizon Report, at I, 12. 

XO. I d  at  12, n. 53 .  Vcriron dcrivcr i t s  total figure of 184,000 route miles from the 2002 
(:I,CC Report by Ncw Paradigm Resources Group, Inc.  

X I. ,See Vcrizon Rcport, a t  I2 

82. St.6, M c L e ~ d l l S A  Inc.. I'orm IOK, on file with the Securities and Exchange Commission at 
24 

. 
ECONOMICS AND & - TECHNOLOGY, INC. 



Keply Lkclaration o f  Lee L. Sclwqn 
RM No. 10593 
lanuary 23, 2001 
Pagc 37 of60 

I 

2 

3 

-I 

5 

6 

I 

X 

0 

I O  

I I  

12 

13 

14 

15 

I6 

17 

I X  

19 

48. The NYPSC’s careful examinations o f  competitive facilities in the most highly concen- 

t r a k l  market. New York City, shows the irrclevance of Verizon‘s emphasis upon concentration 

lor showing that an overall MSA market i s  competitive. I n  concluding that Verizon remained 

dominant in the provision o f  special access services for all geographical areas i n  the state 

including Manhattan, the NYPSC concluded that Verizon‘s own data revealed that “a maximum 

u t000  buildings lare] served by individual competitors‘ fiber.”73 I n  contrast, N e w  York Ci ty has 

inorr t h a n  220,000 buildings that are “mixed use, commercial. industrial or public  institution^."'^ 

Uccnuse CLCC fiber loops were irrelevant to actual provision of services unless jo ined by further 

facilities to particular buildings, the NYI’SC report concluded that “Vcrizon represents a bottle- 

neck to the development o f a  healthy market for Special Services“ (equivalent to special access 

services)." 

49. Finally, Verizon argues at lenglh that evidence o f  collocation demonstrates the 

existence o f  special access competition and cites the Commission’s reasoning that collocation is 

an accurate basis to predict the presence of competition throughout most o f a n  MSA.76 With a l l  

due respect, that issue i s  the one now challenged before the Commission b y  evidence that, not- 

withstanding collocation, competiiive alternatives are not available in broad areas of the MSAs 

subject to I’hasc II relief.” Faced with that evidencc, the Commission w i l l  need to address the 

scopc o f  actual coinpetitivc alternatives, and neither the Commission nor Verizon can rely upon 

73. See Proceedin~r on Morion ofthe Commission ro Invesrigale Methods to Improve and 
Moinrrrin Iligh Quulity Speciol Services Perfiwmonce by Verizon New York, Inc., Opinion and 
Order Mocl&ing Special Services Ciuideline.yfiJji,r Verizon New York Inc.. Conforming Tarifi and 
Requiring Adli/ ,onol Performunce Reporring, N Y  PSC Case 00-C-2051, at 7-8 (June 15,2001) 
(“NY PSC June Special Services Order”). 

7 4 . I d  

75. Id: at 9. 

70.  ,See Veriron Report, at  13. 

77. See Tables 6 and 7 .su~~,r.n. 
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nuinher of huildings scrved are Knology Broadband, wi th 149,950 buildings served? and XO 

Communications, with 84,379 buildings served."x Both Knology and XO have in reccnt months 

entered bankruptcy.('" New Paradigm now indicates lhat Knology has zero special acccss 

revenues. and in iict the "huildings" servcd appnrcntly reflect residential cable TV and related 

rclai l  services.'" Lkspite i t s  earlier estimates, New  Paradigm now indicates that reliable 

inforiliation regarding X O ' s  buildings cnnnected is not a ~ a i l a b l e . ~ '  

47. Verizon also points to Ihe concentralion o f  special access customers, assessed by traffic 

and revenue, in relatively few b~ri l t l ings.~' As a general proposition, and as compared to the total 

special access markct, there arc relatively few buildings wherc customers and demand are highly 

concentrated. Indeed, th is  i s  prrciscly the reason tlial the MSA-based exemption does not reflect 

competition because coinpctilive alternatives rcmain tinavailable in a large portion o f  the partic- 

ular Phase II markets. Vcrizon's claims regarding the importance o f jus t  four MSAs (New York, 

San Francisco, Washington D.C., and L o  Angeles) cmphasire the difficulties o fprov id ing 

hroadly available competitive altcrnalive facilities and services in the many other M S A s  where 

Phase II rel ief has been granted. F,vcn so, the estimates ofconcentration that Verizon cites 

appear to be considerably exaggerated hecausc they are limited to data traffic, which itself 

represents only a relatively small portion o f t h c  market. 

67. Sce CLEC Report 16Ih ed., Knology carrier protile at 1 .  

6 8 .  I d ,  XO carrier profile, a t  I. 

69. See CLEC Report 17Ih cd., Chapter 2 at Table 1 .  

70. I ( / .  Knology c x r i c r  profile, at 1-5. 

7 I .  Id., X O  carrier profile, at I. 

72. Si,e Verizon Report. at  13- 14. 
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44. In large measure, Verizon accepts this crucial analysis. I t  credits an estimate that non- 

IILFC spccial acccss providers can provide on-net service to only approximately 30,000 

commercial buildings nationwide,62 which represents less than 1% o f t h e  total buildings served 

by II.ECs. 

45. A t  the same time, Veriron makes a series o f  marginal claims that attempt to blunt the 

rorce ol ‘ this basic concession. First, Ver i ron indicates that the number o f  on-net buildings is 

“constantly increasing” and cites an AT&T statement that its local fiber network i s  growing!’ 

While i t  i s  undoubtedly true that A‘I’&T’s connections are increasing, AT&T has also established 

that lacilitics-based spccial access competition is inherently limited to a small subset of highly 

concentrated. high-tral l ic customers.w More importantly, the number ofon-net buildings o f  

other important providers o f  special acccss sewiccs is not increasing: as service providers exit 

the business altogethcr or scale down operations as part o fchap te r  1 1  proceedings, reduce their 

ell‘ecrive connections, or rcveal [hat their “on net’’ building and network claims were in fact 

examples o f  irral ionally exuberant overstatement.65 

46 Ver iron also claims that C‘LECs x r v e  “approximatcly 330,000 buildings,“ while 

admitting thai more than 90% o f  these buildings are served i n  part or whole through resale of 

I L K  special access facilities.‘‘ Even the larger figure provides no sound indication of 

competition even to that subset o f  buildings. Verizon relies upon a New Paradigm Resources 

Group report Tor i l s  figure, but that report indicates that ihe two providers wi th the greatest 

62. See Vcriron Report, at 13.  

63. Id. 

64. See AT&T Reply Cornmenls, al I 1 .  

65.  See discussion o f  Winstar. .cupra at para. 37. 

66. See Vc r imn  Report, at 13. 
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purposes ol ' judging facilities-hascd competition - are much lower than ihe iota1 revenues they 

rcpnrl, because o f t l i e  high portion of special access they provide over resold RBOC: l ines. Fifty- 

s i x  percent o f2001 KI3OC special access revcnucs (estimated by Verizon to Iota1 $ 1  &bill ion) 

m o u n t s  to 'i;IO-hillion ~ ticnrly a l l  ol'C'LEC special access revenues based upon even the most 

agsrcssive assessments used by Veri/on and the New Paradigm Resources Group. Deduclions 

from lhe $IO-bill ion figure duc to resale lo r  upstream services would be at least i n  part of l ie t  by 

thc iniargin that CLI:Cs would need lo  add io the ILEC special access services that they resell. 

Whakvcr  reasonable assumptions are used, the ovenvhelming majority o f  CLEC special access 

revenues are attributablc to rosold ILEC scrviccs rather than to facilities-based special access 

scrvices. .And that much smaller ligurc atlributed t o  "on net" revenues is dwarfed by the $28- 

bi l l ion lhal Vcri/,cm csrimates for ihe etitirc special acccss market. 

Vcr izon Fai ls to Show that CLECs Can Economical ly Connect to More Than  a Smal l  
Prrccntage of Buildings. 

3 3 .  A s  I have  notcd abovc, C'L.E<' tacililies rcach only a minute fraction o f a l l  commercial 

buildings in the US. Ofgreatcst importance to the touchstone competition inquiry, the 

"availability of competitive altcrnalives, only a small perccntage o f  buildings are or can be 

connected economically through "on-net" scrvices provided exclusively over non-ILEC 

lacilitics."" Consequently, and as A'IKrT has cxplaincd before, competitive providers of special 

;icccss services can economically rcach only 3 small fraction of  the commercial buildings that 

hold potential 

.. 

60. sw Heview ofihe Lyeciion 231 LJnhimdling Obligaiions oflncumbeni Local Exchange 
('urrier.v, CC Docket No. 01-339, Dcclarativn o fMichael  E. Lesher and Robert J .  Frontera on 
Del ia l l  o f  AT&T Corp.. a t  paras. 4 1-42. 

6 I .  SLY Tliomas Decl.. a t  para. 12. 
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- M c l  cod USA i s  prcscntcd as having $9 l -mi l l ion in  special access revenues. New 

Paradigm estimates that the company's special access revenues for 2002 were $77- 

inillion." 

As noted above, the rclevant market concerns local special access and private line, 

which requires reductiun o t t h e  rcsulting tigures by, in aggregate, 23% (the portion o f  

(:I .LX: special access rcvenues attributable to interstate private line services). 

Making thcse ;idjustincnt, hascd upon Verizon's own source, reduces the overall CLEC special 

access revenues to $4.6-billion. or $4.2 bi l l ion i fQwcst i s  excluded altogether.s8 That's less than 

ha l f  Ihe $IO-bill ion figure being touted by Verizon. 

32. Finally, and o f  particular importance tor assessing the extent o f  facilities-based 

comprti t ive alternatives, much o f t h e  CLEC revenues reflect resold1LEC special access faci- 

lities. Ver imn confirms that BOCs provide approximately 56% of their special access lines (by 

voice grade equivalcnt) to compcting carriers," and Veriron credits these lines as ones that are 

included in the CLEC numbers of voice grade equivalent lines served. Verizon dcrives this 

tigure from the ratio of revenue'; the BOCs receivc from end users as opposed to competing 

ciivicrs. While Verizon l ikely overestimates the percentage of i ts  resold lines that are employed 

as CI.EC-scrvcd lines (rather than being used for upstream services), even if one assumes a 

somewhat reduced percentage, the implications are clear: CLEC revenues for special access 

services provided on a facilities basis ("on net) - which are the only relevant revenues for 

57. I d ,  McLeod carrier profile. at 6 (estimating that dedicated accessitransport accounted for 7 
perccnt of  total revenues, which werc $I  . I  billion). 

58.  'l'hese figures werc arrived at by substituting the updated revenue amounts in Verizon's 
'r'able 3 (CLEC Special Access Revenues) and then subtracting 23% o f  that total. 

59. See Verizon Keport, a t  24. 
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WorldCom's 200 I special access revenue is presented as $2.207-hillion, but N e w  

Paradigm now estimates t h a t  tigure to be $1.62-billion." Even that reduced figure 

appears t u  include Woi-ld(~'cim's inlernalioiial revenues. 

* 'Ihc Qwest tipure of $4XO-niillion apparently includes special access revenues derived 

from provision ol 'cenain spccial ;iucess services wi th in Qwest's incumbent region, as 

well as inlernational twenues." The Qwest figures, in any event, predate Qwest's 

massive downward rcvisiuns o f  revenues and, given Qwest's ownership slructurc, 

would be qiiestionable evidcnce o f l rue  compctition between ILECs and CLECs. 

* llYl'/Winst:1r's speci:il access revenues are presented as $ 1  90-million. New  Paradigm 

ehtimalcs that the coinpany's special x c c s s  revenues for 2002 were only $24-1n i l l i on .~~  

ICC; Conlinunications' spccial access rcvcnues are presented as $165-million. N e w  

Paratlipm cstimales that the company's special access revenues for 2002 were $133- 

rnillioii.5" 

53 .  Id., Worldcoin carrier proti le a1 I, 5 (estimating that dedicated accesdtransport accounted 
for 14 YO of  total revenues, which Nerc $I 1.6 billion). 

54. I ( / . ,  Qwest  carrier profile at 3 (describing Qwest's strategy lo market services in the 14- 
statc region previously served by LIS. West, wi th whom Qwest merged in 2000). 

5 5 .  /d., Winstar carrier profile a( I ,  5 (estimating tha t  dedicated accessitransport accounted for 
20Y0 of1L)lIWinslar's iota1 revenucs, which were $120 million). 

SO. I d ,  IC(; Coininunicatioiis carrier profi le a1 I ,  5 (estimating that dedicated accesshnsport  
accounted fur 29% o f  iolal revenues. which were IF460,OOO). 
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and growth assumptions and adjusting for these three factors, the 2001 CLEC share o f  the local 

:iccess ;and private line market i s  22%." 

41. Third. the component revenues that Verizoii relies on to come up with the supposed 

$ IO-bill ion special access revenue total for (:I .I:C services are plainly exaggerated. Verizon's 

rablc 4 purports to capture the special access revenues of CLECs that provide more than $20- 

mil l ion olserviccs, but !he basis for this calcul;ition fa i ls  lo  withstand scrutiny. The flaws in this 

table include: 

- F i v t n  i l takcn at  face valuc, the figurcs os presented by Verizon sum to less than $7.24- 

bil l ion in CLEC special access revenues. 

- AT&T'> 2001 special access revenue i s  presented as $2.88-billion, but New  Paradigm 

now estimatcs that l igurc to he $2.38 hillion." 

50. (...continued) 
18. 

5 I .  I LEC 2000 revenues for local private line and special access services, derived from the 
same FCC tables that Verizon uses, are $13.5 billion. FCC, Industry Analysis Div., Telecom- 
municulion.v Inr lusr~ Revenue 2000, at 13 & 17. For 2001, using Verizon's ILEC revenue 
growth assumption (Verizon Competition Statement, at 27), indicates I L E C  2001 special access 
revenues of$l8.6 billion. FCC tables indicate 63.22 bi l l ion o f C L E C  local private line and 
special access revenue in 2000, FCC Industry Analysis Div. ,  Telecommunications Revenue 
2000, a t  14 & IS, which, using the New Paradigm Resources Group estimate o f  the growih rate 
i n  CLCIC special access revenues from 2000 lo 2001 (17.9%), increases those revenues to $3.8 
hi l l ion for 2001. Adding Verizon's aggressive estimate o f  $1.3 bi l l ion of "self-supply" by  
AT&'l 'and M(:l brings [he 2001 CLEC total to $5.1 billion. 5.1/(5.1 + 18.6) = 2 2 .  

Verizon employs for i t s  special access revenue calculations - accounted for 18% o f  total 
revenues, which were $13.2 billion). 

52. I d . ,  carrier profile at I ,  6 (estimating that dcdicated access/transport - the source 
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CLECs' special access revenue continues on a robust growth trajectory,44 the New Paradigm 

research group now anticipates flat revenues tor the sector- even with the current customer 

basc experiencing steady growth in  use olservices. New Paradigm as recently as 2002 had 

prci.jectcd that CI. tC  dedicated acccss and private line revenues would increase by 61% from 

2001 to 2005.15 More recently, New Paradigm has lowered these predictions and now estimates 

only 11.6% total growth from 2002 to 2006 - lcss than a 2.8% increase annually."' 

40. Second. Veriron's overstated claims collapse when i t  attempts to use FCC-sourced 

information. Verizon asserts that the CI .tick have revcnue share of approximately 30% based 

upon 2000 ligures of$4.2-bi l l ion of  IXX-reported revenue, supplemented by self-supply of 

$ l . l -b i l l i on  in  2001. conipared to I L K  special access revenues o f  $13-bill ion in 2000." This 

analysis contains three flaws: (I) i t  excludes non-KUOC I L K  revetiues (amounting lo $1.1- 

bill ion, or 8.19/0, of'ILEC local private line and special access revenues);" (2) i t  compares the 

2001 self-supply revenucs of competitive carriers with the 2000 RBOC numbers. deflating the 

RfiOC: nuinher by $5-hill ion on Vcriron's own 

rclatively more contested and irrelevant long distance private line services market ($985-million, 

or 23%, oECLEC revenues but only 7.5% o f  ILElC' revcnues).'" Even using Verizon's sources 

and (3) i t  includes revenues in the 

44. ,%'e Verizon Kcport at 27. Veriron also makes projeclions for the value o f  self-supply 
access for A T & T  and WorldCom based upon the increase from I998 to 1999. ld. at 28. 

45. See CLEC Report 16Ih cd. a t  Ch. 3, 'I'able 13 

46. Skc. CLEC: Report 17"' ed. a t  Ch. 3, Table 9 ,  

47. Ver i ron Report, a t  28. 

48. See FCC, Industry Analysis Div., Telrcomrnunictirions 1nduuslry Revenue 2000, at  13 & 17 
(Jan. 2002). 

49. V e r i m i  Rcpott, at 28. 

50. r'CC. Industry Analysis D iv . .  ~e/i ,rommunirrr l ionr l d ? ~ r y  Revenue 2000, at 13-14, 17- 
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CL.EC asertions regarding on-net buildings have often provcd overstated, w i th  unexpected and 

undisclosed reliance upon resale of ILEC special access services.4o 

Ver izon Overestimates CLEC Revenues and  M a r k e t  Share. 

38.  Verizon attempts to portray the CLECs as vigorous competitors in special access 

markets based upon claims that CLEC revenues represent approximately $10-bill ion out of a 

$28-bill ion market, with consistent growth, and that parricular CLECs have robust special access 

r e v e n u ~ s . ~ '  Even if true, these claims would not support the assertion thaf relevant markets are 

competitive. Indeed, they would be entirely consistent w i th  the highly segmented competitive 

markets that AT'&~I' has documentcd." Mult ip le providers of special access services may deploy 

tacilities in a few areas whcre customers are highly concentrated (indeed, have drarnalically 

overbuilt in those areas), but competitive alternatives do not extend to most buildings or to most 

users even within relatively competitive MSAs, and the expansion of facilities-based competition 

appears to have stalled because the overwhelming majority o f  buildings cannot be served 

economically by a CLEC. I n  sum, certain high-volume customers may have competitive 

altcrnatives in a l imited number otlocafions, but most do not even in areas subject to Phase II 

re1 ief.43 

39. In fact. Verizon's portrdyal o f  CLEC revenues, growth, and market share - even using 

the sources Verizon relies upon ~ i s  inaccurate, lacks analytical integrity and conceals a deeply 

troubled service bector that has largely stalled. First, while VeriLon repeatedly suggests that the 

40. Thomas Decl., at para. 8. 

1 1 .  Srr Verizon Keport, at 2, 27, and Table 4. 

32. See AT&T Reply Comments, at 10-1 9. 

43. Srr. cg., Commrnrs qfrhe ArlHoc Telecommuniralions Users Commiiree, at 3-4 
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Table 11 

$2.880 
$2,207 

$380 
$384 
$378 
$190 
$165 

Major Competitive Providers of Special Access 
Company Special Access Revenue ICompany Special Access Revenue 

McLeod USA 
KMC Telecom 
General Comm., Inc. 
Adelphia Bus. Solutions 
BTI Telecom 
NTS Communications 
Cablevision Liqhtpath 

ATLT 
World Com 
Qwest 
Time Warner 
XO Communications 
I DTlWinStar 
ICG Communicalions 

$91 
$90 
$71 
$62 
$48 
$45 
$28 _ .  I I TC"DeltaCom $96  COX Communications $2 1 

37. Apart froin the implications ofbankruptcies, the publicly released information regarding 

I L ~  network\. scrviccs and revenues o f  many o l i h e  largest special access providers should be 

regarded as ovcrst;itcd through undue optimism (i f  no1 oulrighl misrepresentation). Major 

special ; i cccs  providcrs that arc expected to restate lheir financial information and related ser- 

vice claims include World('oin, Qwest. and Adclphia Business. The example of Winstar is 

insl ruct ive in assessing Veriron's current claims. Of the inore than $900-million in CLEC 

rcveniie that Winblar had claiined when i t  was  acquircd by IDT, IDTdiscovered that nearly 

$750-niil l inn rellected fiber swaps that were irrelevant to CLEC competition.'R Despite its 

carlicr uncrilical analyses, New  Paradigni now estimatcs that $I20-miII ion o f  the asserted 

Winslar reveiiue was derived trom resale oflLEC services, indicating that only slightly less than 

9% ~~ or about $8O-inillion - - o f  Winstar's claimed $900-million in revenue resulted from 

seiviccs providcd ovcr its own facilities.3' This example accords wi th AT&T's conclusion that 

3% See Ncw I'aradigm Kesources Group, Inc., ('LEC Repor/ 2002, Carrier Profile o f  Winstar 

30.  i d  

C:oinmunications at 2 ( 16Ih ed. 2002) ("CLEC Repom 16"' ed."). 

. 
ECONOMICS AND 

TECHNOLOGY. INC. 



3 
4 
5 

8 
9 

10 
I I  
12 
13 
14 
I S  

16 

17 

18 

I 0 

20 

21 

Rcply Decl;iralion o f  I.ee I,. Selwyn 
RM N o .  10593 
January 23, 2003 
I';igc 27 0160 

Knology Broad band 
Birch 'l'elecom 
WorldCom 
1 K ^ D e  ItaCoin 
XO Communications 
Advanccd TelCom Group 
Mpowcr  Communications Corp. 
Adelphia Business Solutions 
Y ipes Communications 
Western Integrated Networks 
I .ogix Communications 
Network Plus Corp. 
McLeod USA 
Global Crossing Ltd. 

0911 8/02 
07130/02 
07/2 I /02 
06/25/02 
061 16/02 
05/02/02 
04/08/02 
03/27/02 
03/2 1/02 
03/13/02 
02/28/02 
02/04/02 
01 13 1102 
01/28/02 

35. O f t h e  sixteen major providers otspecial access services identified by Verizon,"six are 

in bankruptcy, while a seventh i s  just now emerging l i om bankruptcy protection. Six of these 

bankrupt providers fal l  within the top 9, in tcrms of rheir special access revenues. The table 

below reproduccs Verizon's presentation o f  major special access competitors to the ILECs, with 

shading indicating those that have declared bankruptcy:" 

36. .See Veriron Report, at 9, Table 4. 

-37. .See C'LK Report 17'" cd.. a t  Ch. 2, pp. 2-4 

. ET ECONOMICS AND 
1 TECHNOLOGY. INC. 



Reply rleclaration of I ee L. Selwyn 
KM No.  10503 
.lanu;iry 23, 2003 
I ’ ~ g c  26 of60  

that wcb s i te  has dixont inued i l s  locator services and contains no postings for the sale o f  undc- 

ploycd 

Paradigm Resources Group. which takes a naively uncritical view of the CLECs‘ condition as i t  

discharges i t s  role as cheerleader for this helcaguered industry sector. N e w  Paradigm twists 

linaiicial reality by proposing that bankruptcy i s  somehow j u s t  a normal business condition that, 

fortuitously, has thc advantage of-reducing interest expcnses.” 

And  throughout its “analysis.” Verizon relies tipon sources published by the N c w  

14. In hct ,  bankruptcy is a sevcrc impediment to competition and one that infuses the 

sector, l imi t ing current Cervicc provision and having even more signiticant consequences for 

ongoing competition, As AT&T has shown and certainly not surprisingly. major IXC customcrs 

cannot contract confidently w i lh  special access providers in bankruptcy ~ in  large part because 

their cnd user customers quitc sensibly w i l l  nof tuleratc such arrange~nents.’~ Bankruptcy i s  

particularly dcbilitaling in  a capital intensive industry, where credit-worthiness is, by definition, 

of paramount importance i n  raising the t h i s  necessary to support continued operations ( for  cash 

How-negativc suppliers), tu enablc capital expenditures neces sq  to continue to provide servicc 

to current customers, and to underlake network expansion. 

35.  Thc ro l l  cal l  o f  bankrupt suppliers of special acccss services continues and includes 

some o f t h e  most significant providers. In the first nine months of2002, newly bankrupt 

providcrs include3’: 

32. See ww\~.tiberloops.com/Fibcrloops/pos~s.htm 

33.  N c w  Paradigm Resources Group. Inc., C’LECNcpori 2003, Chapter 2 at 2 (17Ih ed. 2003) 

31. .see IU the hfurler ( ~ . A T &  7‘ i’eiirion Jt)r Rulemnkinx io Reform Regulaiion o~lncunlbent 
Loitrl  Exchoge C,’rrrricr Rares,ji)r Specid Access Service.7, R M  No. 10593, Declaration of 
Kcnneth ‘Thoinas on Uehal fo f  AT&T a[ para. 0-1 0, I’iled October 15, 2002 (“Thomas Decl.”) 

(“C’hapter I 1 Bankruptcy: A Hindrance or A Benefit?”) (“CLEC Report 17Ih ed.“). 

35. .Sw CLEC Kepcort 17‘“ ed., a t  Ch. 2, Table I .  
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Verizon's Repor t  General ly Fails to Dist inguish Between the H y p e  of the Hi-Tech 
Bubble E r a  and Current ,  Actual  Special Access Competitive Conditions. 

3 I. Vcrizon's claims o f  special access competition are outdated. They are based on a time 

\\hen massive CLEC growth was presumed, where plans were as good as implemented, and 

where press releases and analyst slatements were presumed accurate and reliable. Of course. this 

cra elided some t imc ago, and nowhere was this fe l t  more acutely than the CLEC sector under 

consideration. Ver imn's attcinpts to belatedly tap into the hype o f  2000 provide no basis for 

judging competitive conditions in today's market. 

32. The financial health of CI.ECs i s  nowhere near what i t  \vas a couple o f  years ago. Most 

large special access providers face the bankruptcy and i t s  crippling effect on investor confidence 

;rnd the CLECs' credit. For a l l  hut a few competitors, capital markets w i l l  hardly support 

current operations, much less expansive "plans" relied on by Verizon. 

33. The bubble-era hype infuses the Verizon report. For crucial evidence regarding the 

availability or local fiber, Verizon rel ies upon announcements of"planned" or "intended" net- 

work rollout announced in 2000 and 2001 ,29 I t  cites Jack Grubman, to establish the robustness o f  

the now-crippled "wholesale liber" sector.'" It credits as mcaningful the announcement o f a  

"40.8 mi l l ion round o f  equity financing" as proofthat the capital markets have not a11 but closed 

for many CLECs in  this sector." Verizon points to a "web-based trading pi t  for metropolitan 

fiber" as support for i ts  assertions regarding the robustness and scope o f  fiber wholesalers - but 

29. Id. at  17, Table 6 (citing AFS "plans to install" additional fiber, Fiber Technologies 
"planned nctwork infrastructure"); id. at 20, 7'able 7 (stating that El Paso Global Network "plans 
to spend $2 bi l l ion over the next four years on a nationwide fiberoptic network and 'plans to 
overbuild i t s  metropolitan areas to provide better connectivity"'). 

30. Id. at 15, Fn.70 

31. Sw Verizon Report at 16, Table 6 (citing a $40.8 mi l l ion round o f  equity financing for 
Y ipes Communications). 
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anything from EMCi's results -. even if otherwise accurate on an aggregate, market-wide basis 

iis to the l ikcl ihood o r a  CLEC facilities presence in  buildings where only minimal dedicated 

Ypccial access capacity i s  required. 

Verizon's Ci)mperilion fur SperialAccrss &v-vices repor t  provides a false and  entirely 
tnislcadiiig assessment of the actual sldtc of compel i t ion for special access services 

30.  Verizon has also provided a grossly exaggerated picture of facilities-based special 

access competition rhrough its "Competition for Special Access Services" report.'" Several of' 

the rcport's c l i i in is raise thcorctical rather than Factual matters addressing competition and are 

being addressed elsewhere in AT&'l'.s Reply Comments." For example, AT&T's comments 

point out that Vcrizon's comparisons of"voice grade equivalent" lines reflect very high-capacity 

links of various types rather than the scope of the availability of'competitive alternatives; that 

Vcriron's listings olc i r ies with CLEC "networks" indicate very litt le or nothing about the 

prcsencc oFC'LllC "on net" huildings. i fany,  iii a servcd M S A ;  and that Verizon's claims 

regarding CLEC resale of ILEC special access services simply confirm that CLEC facilities that 

compete with ILEC facilities :ire very limited in scope and, with respect to Verizon's comparison 

ofspecial ilcccss resale to {JNE resale. that the U N E  use restrictions are unduly constraining.2x 

25. (...continued) 
up to 77%. In addition, Ameritech's filing identifies $122.9-million as revenues for DS-3 
circuits. There i s  no separate break-out lo r  OCn, but even i f  h a l f o f  the anticipated DS-3 
revenues were from associated with OCn-level circuits, the total percentage ofrevenues from 
circuits at or below DS-3 ICVKIS would be 87%. 

26. S K K  In the Matter ofAT&T PetitionJiw Rulemuking to ReJorm Regutotion o/lncumbenl 
Locd Exchange Currier Ratcsji,r Special Access Services, R M 10593, Verizon Reporl on 
( 'onip/ i / ion,f iv  ~';l,ec.icr/Accrs.(.n Services. filed Dec. 2, 2002 ("Verizon Report"). 

27. 9 1 ,  A'I'XcT lieply Comincnts, ,rirpra a[ 10.19, 

2X. Sce Vcri;.oti Report. at 12-13, 21 -23, 26. 
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catetl therein. O n  [he one hand, there i s  a greater likelihood that a randomly arriving customet 

 ill want scrvicc a t  n building at  which CI.TC facilities are in place than a t  B random building 

among al l  ofthose served by the wire ccntcr; in that cvent, the I .23% result would tend t o  under- 

state actual conditions. On the other hand, i t  i s  also l ikely that the number o f  buildings being 

scrvcd by ATRLT nationwide ~ 6.700- is  far larger than for most other CLECs, so if the actual 

distribution of CLCC on-net buildings were substitutcd for an “average” based solely upon the 

A 1‘X.I l igurc that I have used here, the result would be significantly overstated. 1 do not present 

this “corrected” vcrsion o f  the 6MG “analysis” Ibr the purpose o f  providing any specific “likeli- 

hood” estimate. but rather for the purpose of demonstrating the fatal flaws i n  EMG’s methodo- 

logy ;ind the sheer absurdily of i ts  results. I believe that i t  is most l ikely that the probability o f  

w i n e  C‘LFCCprovided alternative to ILEC spccial access being available for any given customer 

in any givcn building i s  somewhere in the range o f t h e  results presented on Tables 9 and 10 

ahow, i.e.. sonicwhere between I .23% and 15.79%. but probably a lot closer to the lower than to 

the upper end o f  this range. 

29. Additionally, as Professors Ordover and Wi l l ig  correctly observe, the presence o f  

CLEC-owned channel termination facilities is greatest where extremely high-capacity demand, 

31 thc O(~’n levcl. is present, mid virtually noncxistenl where a l l  that is required 31 a particular 

customer site is capacity at the single DS-3 level  or below.21 The EMG “study” implicit ly 

ilssumcs a unif ixrn distribution of‘CLEC-served buildings across a l l  capacity levels. Conse- 

quently, since the vast majority o f  individual special access type connections are at or below the 

DS-3 lcvel ~ and a substantial majority at or below the DS-1 - there is no basis to infer 

21. Ordover iWi l l ig Reply Decl., a t  paras. 28-30 

25. Tor example, Ameritech’s most recent annual access filing wilh the Commission (using 
2001 actual demand data, at the special access rates effective July 2002, projects $601.9-million 
total access revenue, with $363.4-million categorized as DS-I, more than 60% of total revenues, 
plus anothcr 101-million for DDS and other digital lines, which brings the cumulative percentage 

(continued ...) 
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0 

7 

X 

I 

' AT&T-okned facilities are available) 

Number of CLECs at wire center 

0 1 2 >3 (11) 

Probability 0 0 0323 0.0636 0.3031 

2 
i 

Number of CLECs at wire center 

0 1 2 >3 (11) 

Probabilitv 0 0.0020 0.0040 0.0218 

4 

BST 
Average 

0.0123 

Table 9 

Recast of EMG Table 3: Probability of CLEC availability for wholesale SA to IXC 
(based on Dercentaae of AT&T customer locations at which 
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I S  
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I9 
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1 X  

29 

I 

A s  I'able I O  demonstrates, when thc niore realistic and more appropriate measure ofCLEC on- 

net lacilities i s  utilized ~ i.e., CI.EC-served buildings as a percentage o f d l  commercial 

buildings scrvcd by the wire ccntcr -~-  the " likelihood that [competitive] Special-Access type 

facilities wi l l  be available" to serve any potential CLEC customer is only about I .23%, a far cry 

lrom thc patently absurd 75.9% figure posited by EMG. 

28. L-:vcn this correcied "analysis'' does not provide a fully accurate assessment, in that it 

s t i l l  :ISSLII~CS a random distribution ofon-net buildings for tach CLEC and furlher a5sumes that 

ihe AT&-r-nverage applies in each and every wire center and for cach and every CLEC collo- 
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27 that CLEC's own facilities: 

buildings would translate to 10.9% o f  the 5% to 6% o f  a l l  commercial buildings in which any 

CLEC connection exists, i.e., roughly I .5% to I .8% overall. 

25. It i s  also extremely unlikely that the incidence o f C L E C  "on net" buildings i s  randomly 

distributed among a l l  CLECs with a collocation presence in a given wire center. as E M G  has 

ussunied. In fact, i t  i s  far more l ikcly that many of [he same buildings are being served by more 

than one CLEC. In that case. EMG's exponential calculation would materially overstate the 

" likclihood" that an IXC could obtain special access type services from at least one CLEC. 

Indeed, a t  the opposite extreme, if (111 collocated CLECs served exactly the same buildings, then 

the presence of  niore than one CLEC in a wire center would not increase the likelihood above 

thc single-CLEC level. i.c.. 30.9% under EMG's assumption, or in the 0.4% range based upon 

thc proportion ofCI.EC on-nct buildings vs. a l l  commercial buildings served by the wire center. 

26. 'The EhlG analysis thus rcsts upon numerous unsupported and grossly unrealistic 

assumptions, and s o  teaches nothing whatsoever as to the "likelihood" that CLEC-owned facil- 

itics wi l l  he available to servc a given customer premises. Nevertheless, 1 have attempted to 

replicate EhlG's calculations using more realistic assumptions, and, when this is  done, the results 

27. EMG's Table 3 presents what EMG seeks to pollray as the "probability of CLEC avai l-  

ability for wholesale special access to IXC." I have recast EMG's Table 3 using (a) the percen- 

tage o f the 186,000 AT&T customer locations at which AT&T-owned on-net special access 

faci l i t ies are available (3.23%) as an estimate o f  the average percentage of a given CLEC's 

customer locations that are served by that CLEC's own facilities, and (b) the percentage of to ta l  

coirmercial buildings af which AT&T-owned facilities are available (0.2%) as an eslimate of the 
average percentage o f a l l  commercial buildings served by a given wire center that are served by 
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pilrticip;ftc in Ihr sale). ‘We likelihood /hut a C‘LE(’ i.r willin,g /opor/ic@oie in 
(I .spe<.iul ucce.ss .coir, i s  e.c/iniir/rd bjJ ihefraciion ofiis connecied buildings ihur 
or-e o i 7 - t ~  ( I .$  ~ J J I ~ S C ~  lo hein,? on-swirch or / o / d  .service re.rule. (We asstime 
normal bu5incss behavior, that is, that the CLECs wi l l  want to maximize the 
usc ol ’ their nctwork fx i l i t i cs . )  We rsiimuic /his likelihoodlo be 30.9% ocro.ss 
/iellSo7r/h 3 /erriroo,. Therefore i f  llicre are 2 collocated CLECs, the prob- 
abilitq ol‘lhc special 3cccss sale i s  I ~ (I -0.309)2 = 0.52.*’ 

I-‘MG’s 30.9% figure purports to represent tlic proportion ofonly those buildings in which 

C‘I ,I,:Cs have cti\lomers whcrc CLtIC-owned facilitics (designated as “on net”) are present (-‘the 

fraction ol’its connecled buildings that are on-net as oppvscd to being on-switch or total service 

resale”). Althoiigh Ihc 30.9% figurc is characterized as an “average,” EMG’s specific use o f  it 

iissunies that c ~ r , c / [ J .  30.9% applies to euch collocnled CLEC in each BellSouth wire center in 

which such cdlocat i im is present. Moreover, E M G s  exponential calculalion requires that, for 

each CLEC, Ihc “on net“ (vs .  ILLJC Special Access-served) buildings are randomly dislributed 

among a11 builtl inys xrvcd  by Ihe wire center. N o /  only doer &tifG (!fer no wppor/,fi)r irny oj 

/hc.w mwmp/io?r.y //ley w e  ~m(louhieilly no1 c’wn remolefy close 10 reality. 

24. Even i t a l l  of EMG’s purported “facts” and “assumptions” were accurate ~ nh i ch  they 

are not - its  use of  (lie proporlion of CLEC on-net buildings to total CLEC-conncctcd buildings 

teaches nothing about the likelihood (hat a ne111 customer not located i n  a building that has any 

CI.I?C prcsence can be served by means ot’a competitivc alternative to ILEC Special Access. 

The appropriate drivcr tor  lhis “likelihood“ analysis is necessarily the proportion ofCLEC “on 

net” buildings to  r i l l  bui/dinqY .sc~rvcil by rhr JLEC wire cen/er, whether or no1 any existing 

customer t l w e i n  takcs service that is provided by a CLCC. Using A’T&T’s statistics for purposes 

of illustration (ic, I86.000 out 013-  to 4-mil l ion commercial buildings) and accepting EMG’s 

30.9% “on net“ proportioii, the proportion o1CLEC on-net buildings to total commercial 

~~ 

2:;. Id., at  9. emphasis supplied. lootnotes omiitcd 
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